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CRITICISMS OF THE NOTE-ISSUE PROVISIONS OF 
THE OWEN-GLASS BILL' 

A. PIATT ANDREW 
Former Assistant Secretary of the Treasury 

THE real trouble with the House banking bill in my 
opinion is that its framers have not been content to 
try and remedy the crucial defects in our banking 
system, but have tried also to remedy conditions that have no 
essential relation to that system. Among these conditions for 
which they seem to imagine that our banking arrangements 
are responsible and for which they have endeavored to provide 
a remedy is the lack of sufficient capital from which they 
think that the world is suffering. 

The committee in their report inform us that " legislation 
was never more urgently demanded than it is today " " which 
will furnish loans upon an inexpensive (sic) but absolutely 
safe basis." The framers of the bill accordingly have not 
merely sought means of preventing the collapse of credit and 
means for making currency and credit available in emer- 
gencies and during limited periods of stress. One can detect 
all through the bill an effort to make currency and credit 
" more available " and " less expensive " all the time. 

The bill provides for a vast extension of credit both 
in the form of ledger balances and in the form of notes, 
and it provides no effective mechanism to secure subsequent 
contraction. It therefore does not insure real elasticity. As 
regards the extension of credit in the form of deposits or 
ledger balances, the bill offers to reduce the required cash 
reserve of the New York city banks from 25 to 9%, or in 
other words from approximately $300,000,000 to about $100,- 
000,000. It would reduce the required cash reserve of Chicago 
and St. Louis by the same percentage, or by about $100,- 
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000,000. It would reduce the cash requirements of the na- 
tional banks of the country as a whole by about $380,000,000 
(I base these figures upon the comptroller's report for June 
14, 1912.) If this cash, along with the $200,000,000 or so 
of government funds, were turned into the reservoir of the 
federal reserve banks, as the bill contemplates, these reserve 
banks in their turn could extend their credit threefold, as they 
are to be required to hold in cash only a normal reserve of 
iZYi% against their deposit liabilities. In other words, ac- 
cording to the terms of the bill, such a situation would allow 
an expansion of credit by the reserve banks to the individual 
banks of over $1,100,000,000. 

I believe that such additional reserves of lending power 
ought not to be put at the disposal of the banks in normal 
times, but ought rather to be kept available as means of relief 
in periods of disturbance. I believe therefore that the re- 
serve ordinarily to be held by the reserve banks ought to be 
far higher than 33^% but that of course a provision should 
be included which would make possible the use of any and all 
reserves in periods of stress. This could easily be accom- 
plished by means of a tax upon the deficiency in the reserves 
below the normal minimum proportioned either to the amount 
of the deficiency or to its duration. 

Again, no restrictions are specified in the bill as to the 
powers of a member bank to rediscount its commercial paper 
with a reserve bank save in the character and maturity of 
this paper. The character of the paper is loosely described 
as including not only all notes and bills the proceeds of which 
have been used for agricultural, industrial or commercial pur- 
poses, but also all bills and notes which " may be " so used. 
There are few bills and notes which conceivably " may " not 
be so used, and as Secretary McAdoo has recently shown, the 
majority of the paper held by national banks complies with 
the maturity requirements of the bill. While the banks ought 
to be enabled to rediscount practically without limit in times 
of crisis, in order to prevent immediate and permanent in- 
flation there ought to be some provision which would limit 
the amount of rediscounts under ordinary conditions. 
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But above all, the note-issue provisions of the bill are 
inflationary. The government is to be allowed to issue its 
notes without any other limit than the provision that they 
shall not exceed three times the amount of lawful money held 
by the federal reserve banks, and it is not clear from the 
law that a reserve bank may not count as reserve for this 
purpose the same 33^3 % of lawful money which according 
to another section of the bill it must hold against its own 
demand liabilities. In any case this provision allows the 
issue of additional government notes to the extent of hundreds 
of millions of dollars and against these notes the government 
is not only not required, but it is not allowed, to hold any 
reserve whatever beyond a 5% gold fund which the bill au- 
thorizes the Federal Reserve Board at its option to require 
the reserve banks to provide. As the Treasury is obliged to 
deposit all of its general funds and revenues in the reserve 
banks it is legally estopped from holding more than this 5% 
reserve for the redemption of these notes. No other gold re- 
serve is required to be held even by the reserve banks, for al- 
though they must ordinarily hold " lawful money " to the 
extent of 33^% of the notes deposited with them, the law- 
ful money may consist of silver or greenbacks. In other 
words, the reserve to be held by the federal reserve banks to 
redeem the new government notes may consist entirely of 
other government notes. 

Some of the members of the committee have argued that in- 
flation is sufficiently guarded against in the bill by the pro- 
vision in section 17, incorporated during the discussion in 
the House, that no reserve bank shall pay out notes issued 
through another reserve bank. They assume that this pro- 
vision will prevent any more than a temporary addition to the 
currency through the new government notes, but as such notes 
issued through one reserve bank may not find their way to an- 
other reserve bank for years, and even when received by an- 
other reserve bank are to be returned at once to the reserve 
bank through which they were originally issued, and so may 
be immediately reissued, and as the tax to which they are 
subject may amount to no more than Yz% per annum, there is 
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no reason to expect that contraction will follow any expansion 
of these notes. There is nothing to prevent their repeated 
reissue and their continuance in circulation to the extent of 
hundreds of millions if only the bank through which they are 
issued retains lawful money to one-third of their amount, and 
an equal quantity of commercial paper. 

Some of the committee also seem inclined to the view that 
if inflation does tend to result from this new issue of govern- 
ment notes it will be offset by the retirement of national bank 
notes. But there is no assurance that these notes will be 
retired before the expiration of twenty years, and furthermore 
under the terms of section 4 the reserve banks are given power 
" to perform all those acts and to enjoy all those privileges " 
conferred upon national banks by section 5136 of the Revised 
Statutes, which privileges include " obtaining, issuing and 
circulating notes " according to the provisions of the national 
bank act. The federal reserve banks are apparently thus au- 
thorized not merely to act as agencies for the issue of the gov- 
ernment federal reserve notes, but also to purchase govern- 
ment bonds and to issue their own notes in the same manner 
as national banks. If the adoption of the bill were to result 
as many predict, in important withdrawals from the national 
banking system and the sale at much lowered prices of the 
government twos, one may anticipate that many of the re- 
leased bonds would be purchased by the reserve banks and 
that notes would be issued by them to take the place of the 
notes relinquished by the national banks. 

The House committee therefore propose to make a real and 
permanent addition to our already redundant money supply 
of hundreds of millions of government paper money with pro- 
vision for only a 5% reserve of gold, which moreover is to be 
held only at the option of the federal reserve board. 

One of the most important functions of government is to 
create and maintain the monetary standard, the measure of 
value by which all of the exchanges and payments and obli- 
gations of the country are settled, and the monetary history 
of this and every other country testifies to the dangers to 
which this standard is subjected by the issue of government 
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paper money. No foreign government has ever undertaken to 
issue notes without at some time overissuing them and so 
degrading the standard of value, and the leading govern- 
ments have therefore long since abandoned the issue of fiat 
money. The experience of this country with such money from 
earliest colonial days abundantly points the same lesson. It 
is unnecessary, however, to hark back to the lamentable ex- 
periences of colonial and revolutionary times. From the date 
of our last issue of government notes fifty years ago almost 
to the present day the outstanding government paper money 
has been a source of unsettlement to business and at repeated 
intervals even within the recollection of men not yet old 
these notes have menaced the very solvency of the treasury. 
Generation after generation of sound-currency advocates have 
sought to get rid of them, and the effort to do so has sub- 
sided within the last decade only because with the lapse of 
fifty years since their issue the amount of the remaining 
greenbacks has become relatively unimportant. No lesson of 
our history is plainer than that the government ought not to 
jeopardize its own credit and the people's standard of value by 
the issue of note obligations that are not covered dollar for 
dollar by gold. With the disgraceful and costly history of 
greenback and silver legislation so freshly in mind it would 
indeed be folly to begin again the issue of government credit 
notes at the present day. To attempt it with only a 5% gold 
reserve in the treasury such as the House bill proposes but 
does not even require, would be an unbelievable folly. 

It is doubtful whether in any other civilized country to-day, 
including Central America and the Balkans, so nondescript 
and precarious a note currency could be found — an issue of 
government notes which it is expected will amount to several 
hundred millions of dollars against which absolutely no re- 
serve of gold is required to be held, and against which the 
issuing and responsible government is by law not allowed un- 
der any circumstances to hold a reserve of any kind of more 
than 5%. 
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